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BELGIAN KEY ECONOMIC INDICATORS _ 


Money values in US $ million 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at 1975 Prices 
Per Capita GNP at 
Current Prices 
Industrial Production 
(1970 - 100) 
Average hourly wage 
(1970 - 100) 
Average Unemployment rate 


MONEY AND PRICES 


Money Supply (M1) 
Public Debt 
National Bank Weighted 
Average Lending Rate (%) 
Wholesale Prices 
(1953 - 100) 
Consumer Prices 
(74/75 - 100) 
BF/$ Exchange rate 
(IMF Weights: 1970 - 100) 


BALANCE OF TRADE/PAYMENTS 


Exports, FOB, of Which: 
Exports to US 
Exports to EC 

Imports, CIF, of which: 
Imports from US 
Imports from EC 


Trade Balance (customs basis) 


Current Account Balance 


Forecast 
% Change % Change 
1977/1978 1978/1979 


102, 780 
85,762 


10,413 


120.1 


278.0 
7.0 


29,294 
48,078 


5.69 


26 18 


1/ Figures have been constructed from various Belgian sources and may be yearly 
average, end of period, or projection, depending on economic meaning. All dollar 
amounts have been converted retrospectively using representative late-1979 rate of 


$1 = BF 29.5. 





INTRODUCTION AND SUMMARY 


The unfolding of a Belgian business cycle is, to a large extent, 
determined by what happens in the neighboring countries and the rest of the 
world. All the Belgians can realistically hope to do is to take full ad- 
vantage of those times when world business conditions are good, and to 
limit the damage when conditions turn down. 


By the fall of 1979, business in Belgium was better than it had been 
for a long time, but was not good enough. The upturn in demand in the 
neighboring countries that appeared near the beginning of 1978 induced a 
business cycle upturn in Belgium toward the latter part of the year which 
has continued through the fall of 1979. Starting from a depressed base, 
the economy showed large percentage increases in industrial production 
and in various other measures of activity, but the improvement has been 
neither sharp enough nor long enough to cut into the high unemployment 
rate. In 1974, the unemployment rate was only 2.3%. By 1977 it had 
reached 6.8%, and has more or less stabilized since then at around 72, 
remaining unresponsive to the recent improvements in demand and produc- 
tion. The increased transfer of real resources from the productive to 
the non-productive sector that began after 1974 has for most of the period 
been financed mainly by government borrowing of private savings on the 
domestic market. Because of weak investment demand, the flows of funds 
and goods have been more or less in balance, but the process has recently 
begun to show signs of serious strain, both in terms of the increasing 
cumulative burden of debt service, and in terms of endangering the bal- 
ance of payments equilibrium. The remedies for the unemployment-budget 
deficit cycle are by no means obvious, and the government has tried, or 
is considering trying, several unconventional ones including direct em- 
ployment subsidies linked to a reduction in the standard workweek. 


The first priority of Belgian economic policy and its most outstand- 
ing success has been containment of the inflation rate, which has remained 
low for the past year, at times falling below four percent. Prices are 
expected, however, to rise somewhat faster through the end of 1979 and 
into 1980. Success in fighting inflation has been in large measure due 
to the maintenance of a strong Belgian franc in recent years, a policy 
which successive Belgian governments have reaffirmed. A second effect of 
keeping the franc strong has been to keep the cost of Belgian "value 
added" high by world standards which, in turn, should tend to channel new 
investment away from older technologies and into those that are more 
capital intensive or that require a higher degree of skill. The produc- 
tivity of the employed labor force (in terms of output per man-hour) has, 
indeed, shown one of the most rapid rises in the world during the past few 
years. 


Creation and expansion of capital intensive and high value added in- 
dustries provide opportunities for foreign investors who are considering 
the location for facilities that rely on a small but highly skilled and re- 
liable labor force. It should also provide opportunities for suppliers of 
capital goods, especially those that economize on labor. 





DEMAND AND SUPPLY 


By convention, the components of demand are listed in order as: 
personal consumption, investment, government expenditures and exports. 
For the Belgian economy, the logic flows more naturally in the other 
order because of the predominant influence of foreign demand. The 
present upswing in the business cycle began with a revival in foreign 
demand for Belgian exports and has continued through the fall of 1979. 
While the induced growth of imports added a negative component to final 
domestic demand in an accounting sense, the dynamism of export perform- 
ance continued to provide the principal motive force behind demand ex- 
pansion. By the fall of 1979, many economists were predicting a slow- 
down in growth in Europe for 1980, but there were still no firm signs 
that such a slowing down had begun. Since the Belgian business cycle 
tends to lag behind those of its neighboring countries, the continued 
impetus provided by foreign demand alone should propel the expansion of 
Belgian output into at least the early part of 1980. 


Reliable statistics on corporate fixed investment are difficult to 
obtain, but it appears that there was at least a moderate,if not a strong, 
expansion in 1978, most of which was bunched toward the beginning of the 
year because of special tax incentives. During the first half of 1979, 
conditions were favorable to an expansion of investment: the business 
outlook was relatively good, interest rates had been falling, profits were 
up and,for the first time since 1974, capacity utilization rates were 
approaching historical "normal" levels. Going by statistics on produc- 
tion and imports of producers equipment, it appears that business invest- 
ment may have picked up again during the first part of 1979, but it is 
hard to be optimistic for the remainder of the year, given the tightening 
of monetary policy that occurred during the fall and the growing uncer- 
tainty stemming from the international financial and trade environment. 
Public investment continued to fall short of what had been planned, be- 
cause of the necessity to finance current expenditure overruns and a 
shortfall in tax receipts. 


Investment in residential housing continued to progress, but at a 
diminishing rate. On the basis of building permit figures, it appears 
that residential construction activity in 1979 will be no higher than in 
1978. Rising interest rates should also take a toll on this sector. 


Personal consumption, after growing very slowly through 1978, finally 
began to show some signs of life around the beginning of 1979, particularly 
in the durable goods sector. During the second quarter, real disposable 
income appears to have risen slightly after remaining more or less constant 
for a year, suggesting that there might be a slight increase in personal 
consumption for the year, and perhaps into 1980. 


The index of industrial production (unadjusted) grew from mid-1978 (when 
the current recovery began) through mid-1979 by about eight percent. Accord- 
ing to the studies department of one local bank, however, the growth was over 





10 percent after adjusting the index for seasonal and statistical 
anomalies. The growth was broadly based and most sectors were able to 
participate in it. An improvement in steel industry production was 
especially significant because of its importance to the economy as a 
whole. The longer term outlook for Belgian steel in the world market, 
however, remains precarious given world trends. The textile industry 
is in a similar situation. The chemical industry, conversely, not only 
increased output rapidly between July 1978 and July 1979, but was oper- 
ating at a high level of production. 


PRICES AND WAGES 


Inflation in Belgium, having reached a peak rate of around 13% at 
the beginning of 1975, was brought down steadily to around 4Z 
at mid-1978 where it remained until late 1979 when the consumer price 
index began to show signs of reaccelerating. Belgium's strategy for 
managing inflation in an economy where prices and wages are extensively 
indexed to each other, has relied heavily on appreciation of the 
franc and non-expansionary monetary policy, particularly during the 
1976-77 period. In 1978 and early 1979, wage moderation and an un- 
usually slow rise in the food price component of the Consumer Price Index 
have been important factors in keeping down the cost of living. During 
the course of 1979, however, new inflationary pressures began to 
materialize: the rise in world petroleum and other commodity prices to- 
ward the beginning of the year, the pickup in industrial activity, and the 
relative stability of the external value of the franc. Although the 
wholesale price index had been rising since late 1978, the expected re- 
acceleration of consumer prices was slow to occur, and the year-on-year 
inflation rate for 1979 should be slightly more than five percent. Most 
observers are expecting a moderate acceleration of inflation during 1980, 
mainly due to a delayed impact of external factors. 


Belgium has wage costs that are among the highest in the world. Wages 
consist of a price-indexed component and a negotiated component. While 
indexation has done much to defuse collective bargaining sessions, it 
has tended to freeze relative prices--in this case those of capital and 
labor--in relationships that no longer correspond to their supplies and 
demands. There is a growing public awareness that high wages must be a 
contributory factor to the rate of unemployment, and this has undoubtedly 
had a tacit influence on union behavior in the last few years. After 
discounting for inflation-linked indexation, real wages have risen by 
less than two percent a year since 1976. The labor unions have begun to 
turn their attention increasingly to reduction of the work week and to the 
maintenance of existing jobs. The emphasis on job security in Belgian law 
and practice has proved to be a problem for some foreign as well as 
domestic firms. Belgian law requires that a company wishing to close down 
operations for reasons other than bankruptcy follow a rather strict set of 
rules with regard to advance notice, compensation of employees and so forth. 
In the past year there have been several well publicized cases where the 
shutdown of a foreign-owned plant did not go smoothly, either because the 
parent firm did not fully comply with Belgian termination practices or be- 
cause the employees did not accept their union's direction. 





EMPLOYMENT AND PRODUCTIVITY 


At a rate of about seven percent, unemployment is high both by 
European standards and by Belgium's own experience. Concealed in the 
seven percent figure, however, are several special social and demo- 
graphic trends. Belgium traditionally had a relatively low rate of 
female participation in the labor force; this began to change several 
years ago. While the male unemployment rate has been stable at slightly 
over four percent since late 1977, the female unemployment rate has 
continued to rise, and in the fall of 1979 stood at almost 13%. Women 
account for 62% of those unemployed. The changing age structure of the 
population is also contributing to the unemployment rate. There has 
been a steady increase in the numbers of young entering the labor force 
and a temporary decline in the number reaching retirment age. It is not 
until 1984 that the growth of the labor force will begin to slacken. 
Between then and 1990, new entrants will slow to a comparative trickle, 
and the labor force will begin to age, possibly becoming more produc- 
tive in the process. 


The social effect of the high unemployment rate has been somewhat 
cushioned by a generous social welfare scheme, but the associated 
financial flows have begun to strain the system. As a consequence of 
several years of reduced tax receipts and increased income maintenance 
requirements, the government has come to be an increasingly dominant 
borrower of domestic funds. A flow-of-funds table for 1977 shows that 
the public sector accounted for approximately half the debts contracted 
by domestic non-financial institutions and individuals. To the extent 
that the shortfall in government revenues continued to be financed by 
an excess of domestic savings over the borrowing needs of investors, 
this process could be viewed as simply the financial counterpart to the 
transfer of real income from the active to the inactive part of the popu- 
lation that allowed the economy to mark time during a slump. Recently, 
however, this process has begun to show signs of impinging on the foreign 
trade balance. In an economy as open as Belgium's, an excess of demand 
over production can easily be translated into an excess of imports over 
exports without going through the intermediate step of inflation that is 
more familiar to the United States. 


While waiting for fresh investment and demographic forces to provide 
relief, the Belgians have been experimenting with some unconventional solu- 
tions to the unemployment problem. The Martens government has tried to 
devise a scheme that combined labor's demands for a shorter work week, 
industry's desire for a reduction in labor costs, and the national 
treasury's need to reduce its deficit. The initial idea was that em- 
ployees would work shorter hours in exchange for wages that are to be no 
lower, but lower than they would be in the absence of a bargain. A 
company agreeing to shorten the work week and also to hire some unem- 
ployed workers would become eligible for government subsidies. These 
subsidies would become possible because the government would reap sub- 
stantial savings on transfer payments and get some added tax revenues for 
each person reemployed. After detailed negotiations between the govern- 
ment, labor, and business, the original plan has lost some of its abstract 
clarity, but has produced some practical arrangements of a more limited 
scope. 
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The growth in Belgian labor productivity has been remarkable in re- 
cent years, and is not unrelated to the unemployment rate, although 
there are other causes. A simplistic explanation would be that with 
labor costs so high, employers in labor-intensive industries cannot af- 
ford to expand or even to retain their workforce, and with the less- 
skilled, labor intensive parts of the economy shrinking, the remaining 
workers are highly productive. Productivity increases, however, have also 
come from other sources. Economizing on the use of labor does not 
necessarily imply reduction in its use in absolute terms. Investments 
have been made that get more production out of the existing labor force, 
for example. It should also not be forgotten that Belgians are hard 
working and highly educated. In the recent past, productivity growth 
has been fastest in manufacturing industries, and there has been a 
corresponding shift in labor toward the service industries-—-particularly 
the financial sector--and toward government services. The potential 
for productivity increases in service industries that is offered by new 
information processing techniques is only beginning to be realized. 


COMPETITIVENESS AND THE BALANCE OF TRADE 


Labor productivity is only one component of competitiveness, many 
components of which cannot be easily measured. For want of a better 
indicator, however, labor cost per unit of output, properly adjusted 
for the effects of exchange rate movements, is often used to make inter- 
national comparisons of national competitiveness. According to OECD 
statistics, Belgian unit labor costs showed approximately the same rate 
of increase as in Germany between 1970 and 1978. By this measure, Bel- 
gian competitiveness should have remained in step with that of the FRG. 
While German unit export values have kept ahead of labor cost increases, 
however, Belgian unit export values actually declined between 1970 and 
1978. In other words, Belgian exporters, who have by and large had to 
adjust their export prices to world market prices, have seen their in- 
ternal costs rise faster than their export revenues. This squeeze appears 
to be due in large part to the composition of Belgian exports. The two 
outstanding examples are the steel and the textile industries, both of 
which account for a significant proportion of Belgian exports, and both 
of which have suffered from weak demand and fierce competition during the 
last several years. These pressures, indeed, are slowly changing the 
composition of Belgian exports. In terms of their relative importance, 
steel, textiles and non-ferrous metals are declining while the chemical 
industry and the machine fabrication industries are advancing. 


The balance on merchandise trade, which has been in deficit since 
1974 continued to be more or less offset by the other elements of the 
current account--mainly services--until 1976. In 1977, however, the 
current account as a whole fell into a deficit of 28.3 billion francs, 
which narrowed only slightly in 1978 to 26 billion francs. Preliminary 
figures for 1979 seem to show a continuation of the deficit at about the 
same level, while trade figures on a customs basis suggest a slight im- 
provement. 





What is the significance of this deficit? There is no simple 
criterion for assessing a country's balance of payments position. By 
one measure--exports as a percent of imports--the Belgian current ac- 
count deficit at 93 percent is rather moderate. But Belgium's trade 
amounts to about half of GNP, so that looked at as a percent of GNP, 
the deficit is not so small, being on the same order as that of the 
United States in 1978. The significance of the deficit depends on the 
answers to two questions: how easily and for how long can it be 
financed; and how and when can it be eliminated. On the first count, 
there should be no doubt that the Belgian monetary authorities will be 
able--given their reserves, their good credit standing and their tech- 
nical expertise--to finance the deficit for a long enough period to 
allow it to be turned around. As for the second question, Belgian 
strategy is to create the internal conditions conducive to a restruc- 
turing of industry into more profitable export lines. Given the tight 
wage-price indexation and the openness of the economy, devaluation of 
the currency does not present itself as a suitable option for the 
purpose of boosting exports and restraining imports. 


IMPLICATIONS FOR THE UNITED STATES 


The chances that the Belgian economy will cortinue on an expansion- 
ary path at leastthrough early 1980 are good, and given the current 
franc/dollar exchange rate, Belgium should be an attractive market for 
US exports. Belgian firms are just beginning to report capacity utili- 
zation figures approaching normal levels, and the longer the expansion 
continues, the better the chances of sales of capital goods. The con- 
sumer goods market, which has so far been pretty dead, may pick up in 
late 1979 and early 1980, even if only temporarily. The difference be- 
tween US and Belgian retail prices is startling. An unscientific opinion 
poll of Americans and Belgians having recently visited each others’ coun- 
tries leads to the impression that Belgian retail prices for consumer 
goods average between 20 and 30% higher than US prices for comparable 
goods--occasionally much more than that. Even after allowing for trans- 
port costs, tariffs and value added tax, the remaining price difference 
should provide an attractive profit margin for US exporters in many lines. 


US exports during the first half of 1979 showed a 27% leap in terms 
of Belgian franc value over the first half of 1978. Only part of this 
was attributable to an overall increase in Belgian imports from the world, 
which increased by only 11% in value. The real increase was even greater, 
since Belgians could buy more US goods in 1979 with fewer francs than in 
1978. 


The Embassy tries to pinpoint specific areas on a continuing basis 
where US products should sell well in Belgium, and has over 40 current 
in-depth market studies. These are available to US exporters from the 
Department of Commerce. Among the most promising areas that the Embassy 
has identified for medium term growth are electronic components, pumps, 
valves and compressors, automotive equipment, metal working equipment, and 
heating, ventilation and air-conditioning equipment. 





The Belgian Government is very much aware of the need to bring 
about a restructuring of industry in order to make the country's 
exports more internationally competitive and to reabsorb the un- 
employed. Foreign--and particularly American--investment was a 
dynamic force in the rapid development of Belgian industry that took 
place during the "golden sixties". The government hopes that foreign 
investment will play a similar role in the eighties and has designed 
policies to promote foreign investment actively; a range of incen- 
tives are available to potential investors in industries that will 
create new jobs. The government, sensitive to the cascading taxes 
that are levied on expatriate executives, has taken some steps during 
the past year to alleviate the burden. In spite of high labor costs-—- 
which are, it should be remembered, partly offset by high productivity—- 
Belgium is still an ideal place to locate certain types of industry, 
as evidenced by the continuation of investment in certain sectors. 

The Belgian drawing points are the ready availability of highly 

skilled and productive labor, central location, excellent transpor- 
tation linkages with the rest of Europe by water, rail and road, and 
the widespread availability of the sorts of commercial and professional 
services required by international firms. 


*# U. S. GOVERNMENT PRINTING OFFICE : 1979—311-056/217 
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